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A JOINT MEDICAL COMMAND
AND TRANSFORMATION
| ntroduction:

This paper addresses the issues of the readiness mission of the military health system
(MHS) as well as the intertwined benefits mission. It examines how the establishment of
a Joint Medical Command would be useful for the geographic commanders in the current
environment of transformation. It also examines the issue of reliance upon military
medicine versus greater reliance on privatization from the perspective of the geographic
commanders in meeting their multitasked missions.

The objective given to the MHS is to preserve the fighting strength of the force. As
with all other aspects of the art of warfare, operational factors of time, space, and force,
aswell asinformation must be considered. ! The spaceis begins at the point of wounding
or becomingill. Information must be relayed about the event to enable the skilled force
necessary to render aid. Timeiscritical to save life for the wounded and contain the
threat of illnessin the case of a chemical, biological, or radiological event. The
operational commanders are keenly aware of the importance of medical support anditis
incumbent upon the MHS to make the system as responsive as possible to the
commanders needs.

Most large corporations and government organizations have a managed health care
plan available for their employees. The most common form is a health maintenance
organization (HMO), where all services are delivered and paid for through one
organization.? The costs of these plans have been rising rapidly for many years. Rate

increases are expected to continue. > The military is both alarge consumer and provider



of health services. Just as with the rest of the country, health care costs have been rising
for many years and the rate increases may continue. However, amilitary health system
using a concept of transformation, exploiting information technology to reform business
practices, isfavorably positioned to address the issue of rate increases to the benefit of
the military and those utilizing its health care services.

The military health system is often compared to private industries HMOs and no
doubt can benefit from corporate America' s experience. However, unlike most large
corporations, the military isinvested with a specia trust — to protect our citizenry from all
enemies foreign and domestic. Itisgiven amission that if failed would result in great
loss of life and aradical changein the way of life for the survivors. In keeping with that
trust, our troops are relatively well paid, and they are given the best training and the best
equipment we can afford. Military medicineis similarly bound to that same special trust.
The military health system (MHS) is called upon to perform some unique and some
routine health care tasks. The bottom line for the MHS is that failure is not an option.
There are costs built into the system that a for-profit private health care organization does
not pay. Examples of such costs would be the cost of deployment and the cost of strictly
military training for MHS personnel as opposed to medical training.

Over the years, there has been a great deal of concern expressed about the MHS
revolving around two basic issues; cost and readiness. * Over the past five decades, the
U.S. military has learned that avery productive way to approach large complex issuesis

to operate jointly. > That experience has led to our current actions towards transformation.



Transformation

In April 2003, the Department of Defense (DoD) issued a document entitled
Transformation Planning Guidance (TPG). Init, Secretary of Defense Donald H.
Rumsfeld stated “that the war on terrorism is atransformational event that cries out for us
to rethink our activities and to put that new thinking into action”. © Further, Mr.
Rumsfeld noted that the outcome we must achieve in transformation will be:
“fundamentally joint, network-centric, distributed forces capable of rapid decision
superiority and massed effects across the battlespace.”

Consistent with this view, a senior Navy leader emphasized that the Navy plans to
become fully joint in outlook, surge ready and able to present the senior |eadership with
options to meet any threat to the United States. ’

The threats the military health system may confront in the future not only
encompass conventional armed conflict as recently experienced in Afghanistan and Iraq,
but may well include attacks using biological, chemical and nuclear weapons on U.S.
citizens at home and/or abroad. Due to the inherent nature of such an attack and the
potential for mass casualties, the U.S. Military Health System, as one of the largest health
care providersin the nation and holding the special trust of protecting our citizens, will
almost undoubtedly be called upon and expected to perform quickly with a very high
level of expertise. To quote Lieutenant General Ronald R. Blanck, former Surgeon
General of the U.S. Army, “Civilians expect that we in the military will know how to
manage chemical and biological casualties. Indeed, if we do not, then who will?” 8

Historical Consider ations & Recommendationsfor a Joint M edical Command:




The concept of ajoint medica command for the military services was first
proposed in 1949 by the Chief of Staff of the U.S. Army, General Dwight D. Eisenhower,
who wrote to the Secretary of Defense . . . immediately institute studies and measures
intended to produce, for the support of the three fighting services, acompletely unified
and amalgamated (single) Medical service.” ® The ideawas not implemented but has
come up many times since that time. The fact that the idea has resurfaced many timesis
atestament to its appeal to some and to its lack of appeal to others.

Joint effort is nothing new to the Military Health Services. For example, in World
War |1 the hospital ship, USS COMFORT 11, operated with a Navy crew and Army
Medical personnel. The ship evacuated wounded from Leyte, Philippines and Okinawa,
Japan where she was struck by a Japanese suicide plane on 29 April 1945 which killed 28
persons (including six nurses), injured 48 others and caused considerable damage. *°

Current day examples of MHS working jointly along strictly functional lines
include the Armed Forces Institute of Pathology, the Armed Forces Blood program, and
the Armed Forces Medical Intelligence Center. ** Other more general examples of the
military health services working jointly include Uniformed Services University of the
Health Services medical school, and the Walter Reed Army Medical Center and Bethesda
Naval Hospital cooperating extensively in the training of medical personnel and caring
for patients. The Strategic Medevac system which transports sick and wounded service
membersis operated by the Air Force. All services use helicopters to move troops from
thefield or ship to aland or sea based medical facility. Again, the Medevac system
serves all branches of the military services. The Army istypically tasked with providing

helicopters to move casualties from field hospitals or aide stations to Navy operated



hospital ships. In the recent conflict in Irag, the Marine Corps also participated in this
mission. The U.S. Naval Hospital, Okinawa, Japan, isthe fourth largest U.S. Naval
Hospital. U.S. Naval Hospital, Okinawa features afirst rate neonatal intensive care unit
which serves the entire western Pacific and it is staffed and funded by the Air Force. A
final exampleisthat all military treatment facilities (MTFs) today serve al military
services, their dependents, retirees and all Tricare eligible beneficiaries. The point of
these examples (and thisis by no means an exhaustive list) isthat born of necessity at the
tactical and operational level, the MHS isworking jointly now. However, at the higher
joint operationa and strategic levels of command no similar joint level of organizing,
planning and execution isin place. The geographical commander must approach each
service individually to determine capability and availability of medical assets to support
their operations.

According to aRAND study of Reorganizing the Military Health System
published in 2001, “The National Defense Authorization Act for Fiscal Y ear 2000
requested that the Secretary of Defense submit a study identifying areas with respect for
which joint operations might be increased, including organization, training, patient care,
hospital management, and budgeting.” ** The study noted that prior to their research and
since the initial recommendation by General Eisenhower, there had been at least 13
studies of the military health services. Six of these studies recommended adding to the
Central Authority to improve coordination among the services and four studies
recommended creating a unified service.

The RAND study recommended consideration of five different command

structures. Included were three which would be variations of a Joint Medical Command.



The authors noted that “ There is no guarantee that a joint command would succeed in
solving the persistent performance and cost problems that motivated the many studies of
MHS organization, including this one. However, ajoint command would “put someone
in charge” of military health, a step most DoD senior officials advocated during the
interviews conducted for this study.” ** This author found the same complaint (no one's
in charge) echoed by al senior medical officersinterviewed for this paper.

The KPMG Consulting presentation to the Defense Military Oversight
Committee, DMOC |11 on 21 March 2001, explored five models of Joint Command

proposals. 1 The presentation included the following joint command Pros and Cons:

Positives

Negatives

Single Advocate and point of
accountability to lead for readiness
and benefits mission

Increased unity of effort in and
among Services and markets
Coherent command structure
Enhanced ability to optimize MHS
assets

Enhanced ability to plan for theater
requirements as opposed to just
Service requirements

Better alignment with upcoming
QDR

Unified Service voice to
communicate funding and benefits
issues to Congress and respective

military departments

Significant change from status quo
Significant implementation issues
and barriers

Legidation required

Service Components’ Title X may
dilute“CINCMED’S’ authority
“CINCMED’ s’ authority may
dilute Service flexibility

Few Joint Service qualified
personnel

Rotation policies for key positions
may detract from longer tenure of

high performers




Dual Missions of the Military Health Services:

The Military Health Services have two missions:

1. The benefits mission isto provide for medical services to active duty service

members, their dependents, retirees and all eligible Tricare beneficiaries.
2. Thereadiness mission isto maintain military readiness and to provide medical
services and support to the armed forces during deployments. *°

There are some who argue that the MHS should focus primarily on the readiness
mission and contract out the benefit mission to independent contractors or to form a
Federal HMO. Colonel David Wherly stated that “realistic military medical readiness
training is arare occurrence for HSS (health services system) personnel. For most of
today’ s HSS forces, the notion that readiness requires one to organize and train in
peacetime as you intend to go to war is outside their conceptual paradigm.” *° However,
the training and maintenance of medical skills require alarge number of patients with the
widest possible mix of conditions. The military cannot wait for the next war, terrorist
attack or humanitarian operation to train its personnel. The mix of training is continually
reviewed and improved, but it is difficult to imagine meaningful training without patients.

The readiness mission and benefits mission are mutually beneficial in at least three
ways. First, the MHS obtains the patients needed for training and maintaining skills and
the beneficiaries obtain medical care. Second, there is the matter of cost which islessif
care can be provided in the military treatment facility. For example Lt. General Paul K.
Carlton (former Surgeon Genera of the Air Force) stated that an operation performed on
base would cost $300.00 (the cost of a surgical pack). On the outside, the same

procedure will cost DOD $ 6,000.00. * Besides the monetary cost there is also the fact

10



that each time a patient is sent to an outside provider there is another training case lost.
Third, one of the most effective tools the military has for attracting some of the best and
brightest medical mindsis by offering training programs in exchange for a period of
service. Loss of training programs would likely lead to a deterioration of the quality of
the medical personnel available to the geographic commander and adversely impact
mission accomplishment.

Cost Factorsof MHS Versus Private Health Care System

The Army, Navy, and Air Force operate about 465 military treatment facilities
including 91 hospitals and 374 clinics. *® Tricare reported that they now have enrolled
over 8.7 million beneficiaries. Tricare reported that the civilian network includes about
37,000 primary care managers (PCM’s) and 134,000 specialists. * The 8.7 million
beneficiaries include the 1.38 million active duty troops. %

In the private sector, which includes Tricare contractors, the cost of health care
has been increasing for the past five decades. * While a detailed discussion of health care
costs is beyond the scope of this paper, a few observations are in order.

The argument in favor of trimming the MHS down to primarily respond to the
readiness mission and greatly reducing its involvement with the benefits mission would
likely be short sighted (for additional data see Appendix A). Three salient pointsto be
made about contracting out the benefits mission are:

e Contracting out the benefits mission is unlikely to save money in the
current environment and may actually be more expensive as contract
providers are necessarily tied to the private health care system with its

escalating cost.
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e Contracting out the benefits mission further would entail alossin training.
e Contracting out more isonly a matter of degree since, as noted above,
Tricare currently utilizes 171,000 contract providers.

Part of the reason for increased cost of the MHS is that during the 1990’ s military
health care was under funded. “As base medical facilities saw budgets get squeezed, they
sent more and more of their patients “downtown” to use networks of Tricare civilian
providers. However, network care costs much more than in-service care, aredity that
forces health care costs ever higher.” % On 24 April 2001, General Shelton wrote a
memo to Secretary of Defense Donald Rumsfeld stating that “not only is the military
suffering from a decade of underfunding” but from “an inadequate management
structure”. He urged Rumsfeld to address this “not only as a near-term resource issue but
as part of your transformation efforts”. %

One of the concerns expressed to this author by a senior Naval Medical Corps
officer was that the current administration has expressed a desire to place even greater
reliance on the private sector for medical care and drastically reduce the military’s
medical departments. %

Advantages of Transforming to a Joint Medical Command - the Readiness Mission:

From the standpoint of the readiness mission of the MHS, a Joint Medical
Command follows the principles of war adopted by the Armed Forces of the United
States. It establishes unity of command. “ The effective use of the nation’s armed forces
requires unity of effort in the direction and operation of diverse military resources.” %

Establishing a USMEDCOM along the lines of USSOCCOM and

USTRANSCOM would facilitate the use of military medical assets by a geographic
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commander. USMEDCOM would have overall vision and authority to plan, prioritize,
and deploy the necessary assets. According to Joint Pub 4-0, geographic combatant
commanders are responsible for “coordinating and integrating health service support”. %
USMEDCOM would be available for integrated joint planning by the geographic
combatant commanders and the other commands.

A USMEDCOM would be able to mass the health services assets more quickly by
having an overview of al the military medical assets available. An example of being
surge ready might be of mobilizing Army medical reservesto fill in gaps at a Naval
hospital when ahospital ship is deployed. Thiswould also reduce the adverse effects on
the benefits mission. This particular example of capability would be dependent upon
keeping the Reserve option desirable for medical personnel who do not wish to serve on a
full-time basis. Being able to massthe MHS may be critical in the event that an
adversary used weapons of mass destruction (WMD). Alluding to the experience of
September 11, 2001, CAPT Fitzsimonds noted “the American military will play an even
greater role in the deterrence and Consequence Management of any future use of WMD
against U.S. interest”. 2’ With the WMD, the possibility of tens and even hundreds of
thousands of casualties exists. To achieve unity of purpose and to coordinate with other
governmental agencies such as Homeland Security, unity of command may well be
decisive. A further point in support of maintaining arobust benefits mission is that
Consequence Management will require all of the primary and specialty care services that
the MHS can muster.

Another principle of war applicable to USMEDCOM is maneuver. Senator

Kennedy noted that “A biological attack would come like athief in the night, spreading
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through the population by stealth. A massive biological attack would be like no other
threat the nation has ever faced, and our defenses against it must be just as unique. The
front line soldiers in the war against bioterrorism will carry stethoscopes, not guns. They
will drive ambulances, not tanks. And the front lines will be hospital wards and
laboratory benches, not fields and battlements.” % Further he observed “Y et even the
best defenses are useless if they cannot be deployed rapidly and effectively.” 2 Contract
providers are not likely to respond as quickly as military medicine nor will there be
sufficient numbers of contractorsto meet such a challenge.

Another example of maneuver of the MHS is provided by the following tactical
experience which leads to future operational planning and possibly doctrinal change. In
Operation Iragi Freedom, our forces faced an opponent who cared nothing for the Geneva
conventions and hated the existence of our civilization. The big red cross on the side of
our helicopter was not only atarget for the enemy, but offensive to at least some of our
alies. The Marines discovered that the best way to get our wounded off of the battle field
was to forget those red crosses and use helicopters armed with a couple of 50 caliber
machine guns. Specifically, the Marinesin Iragi Freedom dedicated several CH-46E Sea
Knight helicopters to evacuate casualties from the point of wounding in hotly contested
areas. *° Perhaps the doctrine governing the rules of medical evacuation (ROME) need to
be tailored to each operation much like the Rules of Engagement. And like the Rules of
Engagement, they may need to be modified as the operation progresses. Thisis an
example of adoctrina consideration which should be made at the Joint Medical
Command (USMEDCOM) level asit impacts all military services and the way we

maneuver our forces.
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The primary objective for the military health services isto promote, preserve and,
to the extent possible, restore health (preserve the fighting force). A senior Nava
Medical Corps officer stated that regardless of the branch of the service, “the mission is
identical for all of the services’. 3! Each service strives to deliver high quality medical
care and must meet the exacting standards of medicine set in the civilian sector and
monitored by JCAHO (Joint Commission on Accreditation of Hospitals Organization).
Additional objectives are to provide humanitarian assistance and to care for
noncombatants and wounded enemy troops. Doctors at U.S. Mobile Army Surgical
Hospital 212 (MASH 212), which wasin central Iraq during some of the fiercest fighting
for Baghdad, reported on 6 April 2003 that approximately 60 per cent of the casualties
they were treating were Iragis. * Similarly, the USS COMFORT was receiving Iragi
men, women, and children including wounded Iraqi soldiers during the war. *

MHS s continually on the offensive in struggling with disease in times of peace.
This aspect of medical servicestakes on vita urgency in awar torn areato prevent an
outbreak of opportunistic diseases such as cholera and typhus which may quickly spread
due to the deterioration of sanitary conditions and public services.

In consideration of economy of force, arecurrent theme from the senior level
medical officersinterviewed was the MHS need for greater standardization which would
provide two advantages. * First, it would lead to cost savings through the economies of
scale. Second, it would lead to far greater interoperability than exist today. * Standards
of care are being addressed through Clinical Pathway Guidelines (CPGs), which are pre-
conceived patient care algorithms, or paths, thought to be “able to standardize care for

60-70% of patients with asimilar diagnosis, procedure or symptom.” *® However, the
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equipment for delivering careisnot. A scalpel may be a scalpel, but even things as basic
and critical as cardiopulmonary resuscitation (CPR) equipment vary from facility to
facility. Infairness, part of thisis due to rapid technological change coupled with
budgetary constraints, but in large part thisis simply due to alack of centralized
planning. This affects not only doctors and nurses but, also our medics and corpsmen.
When it comes to critical items our medical personnel should know what’ sin the box
even if they havejust arrived. Thisis not to say that all items must be standardized. Itis
recognized that different localities will have differing needs and individual managers
must continue to have latitude in their purchasing authority. Rather, it isto say that
greater standardization is both feasible and desirable.

A USMEDCOM could actually save money by ending needless duplication in
some areas. “| believe there are certain efficienciesto be gained by having ajoint
medical command. For instance, all the overhead of the surgeon’s generals' offices could
be consolidated; the detailing of folks could be done in a more coherent fashion and
distributed more evenly to help gain financial solvency and personnel shops could be
downsized by 2/3rds leaving more of us to see patients.” %’

In addition, USMEDCOM could facilitate communications and information
exchange between facilities. Medical records transfers between commands for active
duty members could be simplified and accomplished electronically and be available to
the next treating unit or facility regardless of service branch. Thiswould provide
geographic commanders greater speed and flexibility in their decision cycle to deploy

forces. It would be true even for those personnel in an area on atemporary duty basis.
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A USMEDCOM combining assets could drive this cost down by fully exploiting
informational technologies. It is estimated that processing a single transaction in the
health care industry costs from $ 12.00 to $ 25.00. Administrative cost accounts for
about one third of all health care spending. On anational basis, that is approximately $
400 billion per year. Banks and securities dealers over the past decade have reduced their
transaction costs to pennies per transaction. *® Tricare intends to moveto all electronic
billing in June 2003, despite some opposition among its contract providers. ** Within the
military portion of the MHS, the process is underway, but establishing a uniform
combined system should lead to substantial cost savings in addition to providing the
geographical commander with a MHS more capable of rapid response.

Arguments Against and Proposed Structur e of a Joint M edical Command:

One of the frequently mentioned arguments against establishing a Joint Medical
Command is the concern for the medical departments losing their individual Service's
identity. *° While an intimate understanding of the Service culture in which the medical
service personnel operatesis vitally important, there is nothing about a Joint Medical
Command with individual Service components that would threaten that relationship.
Prior to the establishment of USSOCOM similar concerns were expressed. But today
Special Operations Forces of the Army, Navy and Air Force do not seem to be suffering
any identity crisisto put it mildly. However, USSOCOM was mandated by Congressin
1987 “to correct serious deficienciesin the ability of the United States to conduct special
operations and engage in low-intensity conflict activities.” ** In essence, USSOCOM was
formed in response to crisises. One can only hope that thisis not the only way a

USMEDCOM can achieve the necessary political power to be established. 2
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Further, the loss of identity issue assumes the so called purple suit concept. While

the purple suit MHS does have some merit in its own right, two possible models

Joint Medical Command

presented in this paper render any idea of loss of identity at the tactical level asirrelevant.

Figure 1 and Figure 2 give examples of possible USMEDCOM command structures.

Yo ¥ Yo e
Army Navy Air Force Tricare
Component Component Component Component
Command Command Command Command
[ [ [ I
I
MTFs Deployable MTFs Deployable MTFs Deployable Contractors
Units Units Units
Figure 1

Figure 1 establishes a Joint Medical Command and retains much of the same

in this author’ s opinion.
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structure of military medicine asit existstoday. It puts Tricare on an equal footing with
the individual service surgeon’s generals. This notional model recognizes the importance
and complexity of the beneficiary mission, but keeps it within the military health system.

It maintains the military treatment facilities within the military and is the preferred model




Joint Medical
Command
PAGA % k¢
Medical Readiness Tricare
Component Component
Command Command
Army Navy Air Force Tricare
Component Component Component Regions
[
Deployable Deployable Deployable MTFs Health Plan
Units Units Units
I
Contractors
Figure 2

Figure 2 presented by the RAND study separates the readiness and beneficiary

missions. *® In this notional model, Tricare is made to perform on a“civilian-like” basis.

Education and training are capital intensive ventures and rarely profitable in the near

term. This of course explains why we have public schools as well as so many state and

federally sponsored colleges and universities. Cutting the cost of education and training

will likely be viewed by adollar driven Tricare as easy targets to improve the bottom line

and make Tricare appear to be more competitive with their civilian counterparts.

Another argument advanced against continuing alarge military department

(unified or not) was that we are the “only country left with alarge medical department.”
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“ All the other major powers have paired their military medical services down to the bare
essentials for combat. The problem with this view is that we have taken on global
commitments far greater than any other major power. The scope and scale of our
commitments may well involve usin situations that require alarge MHS commensurate
to thetasks. The United States prefers to have allies and form coalitions in support of
combat operations and military operations other than war. Again to cite Joint Pub 4-0,
“Multinational (allied and coalition) forces often require some support beyond their
organic capabilities.” * Further it notes, “logistic needs must be identified during the
planning phase.” *° Health service support isalogistical consideration. USMEDCOM
planners would likely be welcome partners to the geographic commander’s surgeon’s
office.

One of the objections raised in the KPMG study was “ Rotation policies for key
positions may detract from longer tenure of high performers’. Transformation could
easily addressthisissue. Longer tours of duties for health care personnel would decrease
moving costs to the Department of Defense and the individual service member, improve
continuity of care and increase retention of health care personnel.

Recommendations:

From the standpoint of the geographical commanders and even national security,
the military health services should establish a Joint Medical Command. In addition, to
meet growing asymmetric threats to our national security, the MHS should make it a goal
of transformation to rely less on private contractors for health services and more on
military medicine. In all probability, that would mean increasing the size of the force

modestly, but as noted in the Transformation Planning Guidance the stakes are high, “If
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the United States fails to transform, then our current military superiority and the relative
peace, prosperity and stability it underwrites will erode.” *’
Conclusions:

The establishment of a Joint Medical Command, USMEDCOM, would offer the
geographic commanders precisely what is required to achieve transformation from the
perspective of Military Health Services (MHS). A single overall commander
knowledgeable of the all of assets and capabilities available from the military health
services would allow the comprehensive planning, prioritization, and distribution of
forces to enable them to mass with the right mix of medical assets, at the right place, at
the right time, across the battlespace and be capable of rapid decision superiority. Being
joint would further enhance their ability to use network-centric command, control,
communications, computers, timely intelligence and surveillance (C41S). It would be
better prepared to be “surge ready” than the existing system and should allow for

developing greater options for the senior leadership by allowing greater flexibility in

deploying assets to the combatant commanders.
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Appendix A

The Department of Defense Appropriations Act, 2001 reported that medical and

health care programs would be funded $ 12.1 hillion. *® The total defense spending

was estimated at $291.1 billion. Therefore, approximately 4.16 % of the

appropriations were earmarked for health care (though this figure does not reflect the

total cost as avariety of costs are included under other accounts, nor doesit include

the individua services contributionsin the event of ashortfall in funding ).

In the private sector, spending on health care servicesincreased at the rate of 10

percent in 2001 and 8.8 percent in 2002, compared to the consumer Price Index (CPl)

which increased 2.0 percent and 2.4 percent, during the same time frame. *° Health

care spending amounted to $27 hillion or 5.1 percent of the gross domestic product

(GDP) in 1969. By 1980, hedlth care spending increased to 9 percent of the GDP and

by 1993, it had reached 13.7 percent. *° The following table presents recent increases

in health care relative to the GDP for the past 8 years.

Annual percentage change per capitain health care spending and GDP

Y ear All Hospital Hospital Physician | Prescription | GDP
Services | inpatient | outpatient drugs
1995 2.2% -3.5% 7.9% 1.7% 10.6% 3.7%
1996 2.0 -4.4 1.7 1.6 11.0 4.4
1997 3.3 -5.3 9.5 3.4 11.5 5.2
1998 5.3 -0.2 7.5 4.7 141 4.3
1999 7.1 1.6 10.2 5.0 18.4 4.4
2000 7.8 2.5 115 6.3 14.5 4.7
2001 10.0 7.1 16.3 6.7 13.8 1.4
51002 8.8 6.2 13.6 5.7 13.0 1.8

The greatest percentage gainersin health care cost immediately apparent are

increases in the costs of hospital outpatient treatment and prescription drugs.
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For the year 2003, it has been projected that “[ The] average HMO (health
mai ntenance organi zation) rate increase for active employeesis 15 %. The HMO rate
increases for retirees younger than 65 and retirees 65 and older exceed 20% [21% and
24%, respectively].” >
Some of the reasons given for the increasing cost of health insurance premiums,
which arein turn related to increased cost of health care are as follows:
e Aging of the population (actually accounts for less than 10% of
increases)>
e New medica technology

e Overuse and misuse of medical services

e Oversupply of health care facilities

High administrative costs™

Thelast four items on this list present the MHS with excellent opportunities.
Transforming how we do business includes “a more entrepreneurial, future-oriented,
capabilities-based resource allocation planning process’. > Entrepreneurs look for a
competitive advantage in the market place. Military medicine has a number of potential
advantages which need to be fully exploited.

One of the cost drivers fueling rising health care costsis administrative cost. A
USMEDCOM combining assets could drive this cost down by fully exploiting
informational technologies. It is estimated that processing a single transaction in the
health care industry cost from $ 12.00 - $ 25.00. Administrative cost accounts for about
one third of all health care spending, or on anational basis or approximately $ 400 billion

per year. Banks and securities dealers over the past decade have reduced their transaction
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costs to pennies per transaction. *® Tricare intends to move to all electronic billingin
June 2003. However, it is noted that this may well be met with opposition amongst its
contract providers. °” Within the military portion of the MHS, the process is underway
but establishing a uniform combined system should lead to substantial cost savings.
Another example of exploiting information technology is the use of electronic
prescriptions which not only reduce costs but improve quality of care by automatically
aerting the prescribing provider of possible adverse drug interactions and the patient’s
recorded history of drug allergies. Unfortunately, contract providers are not included in
this system which means the drugs written by a contract physician may or may not be
known to the system.

Among the fastest rising costs in the health care industry is prescription drugs.
Military medicine can and does save money using generic drugs whenever possible and
by utilizing its volume buying power. For instance, the Department of Defense pays $
46.00 for adrug that retails for $100.00. *® A prescription drugs benefits program is
currently a matter of a great deal of political debate and is beyond the scope of this paper.
However, no matter how the debate turns out, this still is an areain which MHS has a
competitive advantage.

In the private sector the purchase of expensive medica equipment often is based
not on medical needs of the community, but to provide image for one hospital compared
to its competitor across town. An example of this was noted by Henry E. Simmons, M.D.
who stated, “ There are cities in this country which have more MRI’ s and cat scanners

than the nation of Canada. In these locations, the cost of care is 2-4 times higher than in
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any other region of the country with no better outcomes.” *° The MHS need purchase
only the equipment required by the beneficiary population served.

Private health care has noted that the health care provided to uninsured,
nonpaying, patientsisamajor factor in driving up costs. Caring for nonpaying patients
leads to increasing the prices charged to insured, and paying patients (cost shifting).
Few of the patients treated by the MHS are uninsured. This should enable military
medicine to hold down cost, but it does not apply to Tricare contractors.

Military providers do not have afinancia incentive to perform unnecessary
procedures and surgeries. In the private sector, including Tricare contract providers, this
isnot alwaysthe case. Similarly, the MHS is not motivated to build additional facilities
to capture additional market share and drive out competition.

Finally, the last example of an advantage the MHS has, which is not available to
the private sector, isits use of its splendid corpsmen and medics. These health care
professional s perform awide range of services from care on the battlefield to

preventative medicine and health promotion activities in our hospitals and clinics.
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